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Roadmap 
  Budgets versus audited financial statements 
  How budgets can be misleading 
  Using audited financial statements to judge 
institution financial performance 
  Moody’s Ratios 
  Revenue Analysis – and the effect of cuts in the 
State Appropriation 
  Expense Analysis: Priorities, administrative bloat, 
and the questionable necessity of program 
elimination and furloughs 
  Other metrics: Class size, enrollment, and athletics 
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Audited Financial Statements 
  It is always preferred to focus on audited statements for 
several reasons: 
 Audited financial statements represent actual results, 
while budgets are just plans or forecasts 
 Audited financial statements are reviewed by an outside, 
independent accounting firm  
  Budgets are necessary and help us look forward; but we 
need to take predicted expenses and revenues with a large 
grain of salt. 
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Budgets v. Financial Statements 
  Budgets include only the current fund 
  Financial statements include all of the funds 
  Budgets have planned spending and expected revenues 
  Financial statements have actual expenses and revenues 
  Budgets are almost always balanced 
  Financial statements normally show revenues in excess 
of expenses 
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Budgets Can Be Misleading:  
Overstating Faculty Costs 
5 
  Faculty leave their positions at a much larger rate than other 
employee groups 
  When budgets are created (usually in March or April for the 
fiscal year to start in July), the administration simply assumes 
that all faculty will return. 
  What actually happens is that faculty leave, retire, are denied 
tenure, . . . . Die 
  Are faculty who leave replaced? 
  If yes, then the faculty who replace them are paid much less 
than those who have left (on average) 
  If not, then the costs are much lower 
  Result: Large savings that are not typically budgeted 
5
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What Happens When Faculty Leave? 
6 
  They are replaced by new faculty who are typically 
younger and make significantly less money than the 
faculty member who is leaving 
  They are not replaced, and part time faculty 
members teach the courses 
  Neither full time nor part time faculty are hired: 
 Fewer courses are offered 
 Class sizes are larger 
6
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Budgets: Misleading by Underestimating Revenues 
  Budgets estimate revenues based on enrollment 
assumptions. 
 It is not uncommon to be very conservative in making 
enrollment projections. 
 When actual enrollments exceed projected enrollments, 
the university or college generates a surplus of funds 
without specifying how these funds will be allocated. 
 We have seen this occur at numerous campuses in 2010 
and 2011, and this may occur again in 2012. 
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Budgets: Misleading by Omission 
  Budgets generally deal only with the operating expenditures 
of the university or college. 
  Universities and colleges routinely transfer funds from 
operating funds into plant funds. 
  These transfers do not show up in the budget and yet the 
represent decisions about the allocation of resources at the 
institution. 
  Budgets generally ignore the large scooping of indirect 
costs associated from grants 
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Fund Accounting 
  Universities and colleges generally have five fund groups 
  Current Funds 
  Loan Funds 
  Endowment and Similar Funds 
  Plant Funds 
  Agency Funds 
  Contrast Fund Accounting with For-Profit accounting. GASB 
34 is the new accounting rule that requires universities to 
report more than just the Funds; they now have to report the 
3 main financial statements. 
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Fund Accounting 
Audited Financial Statements 
Current 
Funds 
Unrestricted 
Education & 
General 
Auxiliaries 
Restricted 
Sponsored 
Programs 
Restricted 
Scholarships 
Other 
Restricted Gifts 
Loan Fund Endowment Fund 
Permanent 
Endowment 
Quasi-
Endowment 
Plant Funds 
Renewal & 
Replacement 
Plant 
Expenditures 
Agency 
Funds 
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Financial Statements 
  Statement of Financial Position (Balance Sheet) 
 Assets 
 Liabilities and Net Assets 
  Statement of Revenues, Expenses and Changes in 
Net Assets (called the Statement of Activities in the 
private sector, like an income statement) 
 Revenues Less Expenses 
 Change in Net Assets 
  Statement of Cash Flows 
 Inflows and Outflows of Cash 
 
11 11
Bunsis: How to Analyze University Budgets
Published by The Keep, 2011
Fund Analysis Leads to Bad Decisions:  
Oregon State and Analysis of the E&G Fund 
  The biggest issue is that the forecast is missing ½ of the 
university.  The E&G fund has about $300 million in it; OSU 
is a $700 million per year operation.   
  Decisions should NOT be made to cut the academic budget 
based on an analysis of less than ½ of the university 
  The administration will say: ‘You can only use this money for 
this, and that money for that.’   
  Truth: Millions and millions of dollars are transferred 
between funds every year. 
  It is not Oregon State Educational and General Fund 
University: it is Oregon State University 
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Statement of Net Assets or 
The Balance Sheet 
Assets Liabilities & Net Assets 
Net Assets 
Long-Term 
Debt 
Accounts 
Payable 
Property, Plant 
& Equipment 
Accounts 
Receivable 
Cash & cash 
equivalents 
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Revenues, Expenses & Changes in Net Assets 
Total 
Revenues 
Total 
Expenses 
Change in 
Net Assets  
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Cash Flow 
Cash Flows from Operating Activities 
Cash Flows from Non-Capital and Cash Flow from 
Capital  Financing Activities 
Cash Flows from Investment 
Activities 
Net Increase (Decrease) in Cash 
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 Cash Flow Analysis 
  The revenues and expenses on the financial statements are 
recorded using the accrual method (as opposed to the cash 
method) 
  Therefore, the change in net assets (revenues less expenses), 
a key measure of performance, is not necessarily the same as 
the change in cash. 
  This does not mean that cash flow is superior in terms of 
analyzing performance; the accrual method is still more 
appropriate.  However, we also need to examine cash flows 
to see if there are potential cash problems or cash surpluses 
  Consider depreciation expense 
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Revenue vs. Expenses at U-Illinois System 
Source: UI System 2006 to 2010 Financial Report 
17 
•  The UI System made a $430 million profit in 2010! 
•  In 2008 and 2009, there were small losses, but in both years the paper loss on 
investments caused the loss 
•  The 430 Million profit in 2010 was a record profit for the UI System 
17
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U-Illinois System Cash Flows 
Source: UI System 2006 to 2010 Financial Report 
18 
•  Cash Flows were strong and positive each year, topping $350 million in 2010 
•  In 2008 and 2009, despite negative changes in net assets, cash flows were positive 
in both years. 
•  The UI System is generating huge amounts of cash each year 18
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Were the U-Illinois Furloughs Necessary?  No! 
  Total compensation was approximately $2.8 
billion in 2009-10 
  The furloughs were between 1 and 2% of salary, 
and saved approximately $50 million 
  There was a $430 million profit in 2010, with 
operational cash flows being positive $350 
million. 
  There are now over $800 million of reserves. 
  There was no justification for the furloughs. 
19 19
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San Francisco State Cash Flows 
20 
•  Cash from operations starts with the change in net assets, and the largest adjustment is to 
add back depreciation expense, which is a non-cash expense 
•  Cash from non-capital financing is mostly cash for the State operating appropriation 
•  This omits cash for debt principle and capital gifts and appropriations 
•  These are solid and increasing 
•  Source: Audited Financial Statements 
20
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Cash Flows and the Change in Net Assets: 
University of Northern Iowa 
Source: Audited Financial Statements 21 21
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Framework for Financial Analysis 
  You should examine four broad aspects of your 
institution’s financial situation, which generally 
describe how a non-profit institution is 
performing: 
  1. Reserves 
  2. Debt 
  3. Revenues versus Expenses 
  4. Cash Flows 
22 22
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Focus on Reserves 
  Reserves are typically cash amounts that are 
supposed to be used to handle temporary or 
cyclical declines in certain revenue streams, or to 
cover unexpected expenses. 
  Also known as rainy day funds 
  It is raining – so use the reserves 
  Administrators say: “We cannot use reserves because 
our bond ratings will suffer.” 
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Discussion of Reserves 
  Restricted net assets are those that are earmarked for specific 
purposes, but which may be utilized at the administration’s 
discretion.  Some of these are expendable, and some are not 
expendable. 
  Unrestricted net assets, which can be seen as a pure reserve 
fund, can be used without many restrictions.  The 
administration will claim there are restrictions. 
  Expendable net assets are the numerical sum of restricted-
expendable net assets and unrestricted net assets.   
  The expendable net assets are those net assets that can be 
used for operations or to pay off debt.  Therefore, they are an 
indication of financial flexibility by the financial community, 
and they are used extensively in bond ratings. 
24 24
Journal of Collective Bargaining in the Academy, Vol. 0, Iss. 6 [2011], Art. 8
http://thekeep.eiu.edu/jcba/vol0/iss6/8
Reserves 
25 
Total Net 
Assets 
? Invested in 
Capital Assets ? 
Restricted 
Net Assets 
? Unrestricted 
Net Assets 
Expendable Non-expendable 
Reserves or 
Expendable 
Net Assets 
? Restricted 
Expendable 
? Unrestricted 
Net Assets 
25
Bunsis: How to Analyze University Budgets
Published by The Keep, 2011
Moody’s Ratio Analysis 
  Moody’s uses three ratios to judge the financial 
condition of public universities.  Then a composite 
score is compiled based on these 3 ratios: 
  Primary Reserve Ratio 
  Are there sufficient reserves? 
  Viability Ratio 
  Is there too much debt? 
  Net Income Ratio 
  Are revenues and expenses in line with each other? 
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Oregon State Reserves 
27 
•  Unrestricted net assets are $92 million.  The OSU administration will claim 
that these reserves cannot be spent, but this claim is without merit 
•  How can you furlough employees with $92 million in unrestricted net assets?  
•   These furloughs saved a few million dollars.  The OSU administration is 
building reserves.  And furloughing employees?  This makes no sense. 
•  Source: Audited financial statements 
27
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Goucher: Revenue and Expenses 
28 
•  The key here is income from operations, which is positive and steady every year 
•  The bottom line in 2009 was affected by the huge paper loss from investing 
•  Source: Audited financial statements 
28
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Moody’s Ratio Definitions 
  Primary reserve ratio: Expendable net assets divided 
by total operating expenses.  
  Viability ratio: Expendable net assets divided by 
debt.  
  Net Income Ratio: Change in total net assets divided 
by total revenues. 
  Final Score =  
50% * Primary Reserve Ratio +  
30% * Viability Ratio +  
20% * Net Income Ratio 
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Moody’s Summary Scores 
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Inputs for California State University Moody’s 
Scores 
Source: Annual Audited Financial Statements 31 31
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California State University System Moody’s Scores 
Source: CSU 2010 Audited Financial Statements 
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University of Northern Iowa Moody’s Scores 
Source: University of Northern Iowa Audited Financial Statements 33 33
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University of Hawaii System Moody’s Scores 
Source: University of Hawaii System Audited Financial Statements 
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Sinclair Community College Moody’s Scores 
35 
•  A score of 5.0 is the highest possible score a university can achieve 
•  The NA for the viability ratio is because the denominator of this ratio is debt, and SCC 
has ZERO debt. 
•  Source: Annual Audited Financial Statements 
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North Carolina State and  
University of North Carolina-Chapel Hill 
Source: 2010 Audited Financial Statements 
36 
•  Will a 10% cut in the state appropriation lead to the downfall of either 
university? NO 
•  There is NO NEED for budget cuts at these institutions, even with a 10% 
decline in the appropriation 
•  The other revenue sources will more than compensate – and they have 
ample reserves 
36
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North Carolina State and  
University of North Carolina-Chapel Hill Reserves 
Sources: Audited Financial Statements and Moodys.com 37 37
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Is the End of the World Upon Us? 
38 
  In many states: California, New York, Pennsylvania, New Jersey, 
Michigan, Ohio, Wisconsin, etc., the state appropriation is being 
cut significantly.  Should this lead to? 
  Furloughs 
  Academic program cuts 
  Layoffs 
  Let’s take Michigan as an example: The governor is cutting the 
higher education appropriation by 23%.  However, if universities 
raise tuition only 7%, then the cut goes down to 15%. 
  For many universities, the percentage of total revenues from 
tuition is much higher than the percentage of total revenues from 
the state. 
38
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Focus on Total Revenues 
  Within the revenue versus expense analysis, see how 
total revenues are moving. 
  The State Appropriation is not the only source of 
revenue for public universities.  There are several other 
sources, such as: 
 Tuition revenue (dominant source for privates) 
 Grants and contracts 
 County levy for Community Colleges 
  Do the other sources in revenue cover for the drop in the 
State appropriation?  If not, how much is the shortfall? 
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Eastern Michigan University:  
2009-10 Revenue Distribution 
•  In 2011-12, these splits will be 51% tuition, 19% State, 30% Other 
•  Source: EMU 2009-2010 Audited Financial Statements and House Fiscal Agency 40 40
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Declining State Support in Michigan 
41 
Source: Annual EMU Audited Financial Statements 
41
Bunsis: How to Analyze University Budgets
Published by The Keep, 2011
Eastern Michigan in 2011-12: Where is the 
Problem? 
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Rutgers Percentage Changes in Revenue Items 
Source: Annual Audited Financial Statements 43 43
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Rutgers Revenue Percentage Distribution 
44 
•  All items are reported as a percent of total revenues 
•  This omits other revenues 44
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PASSHE (Pennsylvania State System of Higher Education) 
2010 Revenue Distribution 
Source: 2010 Audited Financial Statements 45 45
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Pennsylvania State System of Higher Education 2010-11 
Revenue Distribution (Education and General Fund) 
Source: PASSHE budget 46 46
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Pennsylvania State System of Higher Education  
Revenue Distribution (Education and General Fund) for 2011-12:    
After 50% Cut in the State Appropriation 
Source: PASSHE budget 47 47
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Governor Corbett’s (Pennsylvania)2011-12 
Budget 
48 
  The overall budget is cut 3% 
  Higher education is cut by 50% 
  Yes, that is correct 
  He stated that higher education must be accountable for 
spending and performance. “The goal of higher education 
must be about making colleges efficient, excellent, 
affordable, and responsive to students.” 
  He said this with a straight face. 
  He asked for pay freezes for public school teachers. 
  The APSCUF union has offered pay freezes for 2011-12  
48
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The 2011-12 Pennsylvania Higher Ed Appropriation: 
Are You ____ Kidding Me? 
Source: 2011-12 Pennsylvania Governor’s General Fund Budget, March 2011 49 49
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Kutztown University in 2011-12 
Education and General Fund Only 
50 
•  This comes from the KU administration, and is somewhat pessimistic 
•  It omits other funds 
•  It assumes tuition and other revenue will be flat 
•  The State declines more than 50% due to stimulus money in 2010-11 
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SUNY Revenues 2008 to 2010 
Source: 2010 Audited Financial Statements 51 51
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SUNY 2010 Revenue Distribution 
Source: 2010 Audited Financial Statements 52 52
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CUNY 2011 and 2012 Total Revenues 
Source: PRELIMINARY ANALYSIS 
University Budget Office and the Office of Facilities Planning, 
Construction and Management 
FEBRUARY 4, 2011 53 53
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CUNY: But The Governor Said a 10% Cut 
54 
  State Aid Reduction 
  The governor’s proposal calls for a 10% reduction to state agencies, 
including CUNY. The base used for the University’s reduction target 
is its total state fiscal year appropriation, less fringe benefits. 
  The year-to-year change in state aid includes an operating budget 
reduction in FY2012 of $83.2 million. An additional reduction of 
$11.9 million for FY2011 is being rolled forward into the FY2012 
base. 
  The executive budget also provides $64.7 million in mandatory needs 
funding, for items such as fringe benefits, building rentals, energy, and 
salary step increments. The FY2012 budget also recognizes an 
additional $11.0 million from the FY2010 tuition increase, which 
reflects an increase from 30% to 40% of the amount of the fall 2009 
tuition increase retained by the University. 
54
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CUNY FY 2012 Cut From Cuomo 
University Budget Office and the Office of Facilities Planning, Construction 
and Management FEBRUARY 4, 2011 
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CUNY 2010 Revenue Distribution 
Source: 2010 CUNY Audited Financial Statements 56 56
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Administrative Focus: Smaller Slice of Total 
Revenues That Look Bad – The Cliff 
 Administrators will say things like:  
“we can only use this money for this, and that 
money for that.” 
 “When the stimulus money runs out, we will go 
over the cliff, and life as we know it is over  . . . 
Therefore, we must furlough the world” 
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University of Northern Iowa State Appropriation 
Reliance on Stimulus Dollars: Realistic View 
Source: UNI Budgets 58 
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University of Northern Iowa State Appropriation: 
Administrative Perspective 
Source: UNI Budgets 
59 
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University of Oregon Expense Distribution 
60 
•  Instructional expenses are less than 30% of total expenses, which is lower than 
at most public institutions. 
•  Note how the percent devoted to instruction DECLINED over time.  This 
should NEVER happen. This demonstrates that the UO administration is not 
being true to the core academic mission 
60
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University of Northern Iowa Expense Distribution 
Source: Annual Audited Financial Statements 61 61
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University of New Mexico 2010 Expense Distribution 
Source: Audited Financial Statements 62 62
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Oregon State Percentage Changes in Expenses:  
Misplaced Priorities 
63 
•  It is inappropriate that institutional support (pure upper 
administrative costs) faster than instructional expenses 
•  This is clear evidence that the OSU administration has not been 
true to the core academic mission 
63
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Priorities at University of Illinois System  
64 
•  Academic support, student services, public services, and institutional support 
are all composed of administrative functions 
•  Instructional and research are the main educational categories 
64
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Generic Operating Expense Categories 
1) Instruction:  Faculty, Lecturers, Adjuncts, Dept. Heads, Dept. 
Secretaries, Graduate Assistants, Distance Education & off-
campus sites  
2) Research:  Institutes & Centers, Bioinformatics, Matching 
Funds, New Faculty Awards, Faculty Research Fellowships, 
Geospatial Research 
3) Public Service:  Clinics and centers, radio station, Marketing 
 
4) Academic Support:  College Deans, Library, Doctoral 
Fellowships, Accreditation (NCATE, Regional, etc.), 
Extended program administration, Faculty Development 
Center, Honors Program, Academic Advising 
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66 
Expense Categories (cont) 
 
5)  Institutional Support:  President’s Office, Business & Finance,  
University Communications, Academic Affairs, Advancement, 
Public Safety, Legal Affairs, Human Resources,   Governmental 
Relations, Enrollment Management, Alumni Relations 
6)  Student Services:  Admissions Office, Financial Aid Office, Office 
of the Registrar, Learning Center, Student Services, Campus 
Life, Student Center, Band 
7)  Operation of the Plant:  Physical Plant Operations & Campus 
Plan, Purchasing, Architect & Engineering, University House, 
Grounds, Utilities, Custodial  
8)  Auxiliary Expense:  Athletics, Dorms, Health Center, Rec Center, 
Bookstore 
9)  Scholarships:  Funded, Graduate Fellowships 
10)  Other:  Debt Retirement, Depreciation, Miscellaneous 
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Focus on Priorities 
  Look at instruction expense from the audited financial statements.  
The level should be above 50%, and the percentage should be 
increasing over time.  
  We have allowed a typical percentage to be in the mid-30% range. 
  A low and/or declining percentage indicates that the 
administration is not committed to the core academic mission 
  Administrators: “We have cut 300 positions from our central 
administration.”   
  Look at the Institutional Support line on the financial statements, 
and see if this percentage (of total expenses) has been increasing 
or decreasing 
  Often they are rearranging the deck chairs on the Titanic 
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National Report on Administrative Costs in Higher 
Education: Goldwater Institute and Administrative Bloat 
•  Source: No. 239 I August 17, 2010: Administrative Bloat at American 
Universities: The Real Reason for High Costs in Higher Education. 
http://www.goldwaterinstitute.org/ 
  “Enrollment at America’s leading universities has been increasing 
dramatically, rising nearly 15 percent between 1993 and 2007. But 
unlike almost every other growing industry, higher education has not 
become more efficient. Instead, universities now have more 
administrative employees and spend more on administration to 
educate each student. In short, universities are suffering from 
“administrative bloat,” expanding the resources devoted to 
administration significantly faster than spending on instruction, 
research and service.” 
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National Report on Administrative Costs in Higher 
Education: Delta Project 
  Source: Trends in College Spending, 1998-2008.  Released July 
8, 2010. http://www.deltacostproject.org/ 
  “The share of spending going to pay for instruction has 
consistently declined when revenues decline, relative to growth 
in spending in academic and student support and administration. 
This erosion persists even when revenues rebound, meaning that 
over time there has been a gradual shift of resources away from 
instruction and towards general administrative and academic 
infrastructure.” 
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From the Hofstra Administration Organization Chart 
Source: http://www.hofstra.edu/About/Administration/admin_org.html 71 
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Even if The Budget “Hole” Appears,  
What Could be Done? 
  Cut the number of administrators 
  Cut the salary of administrators 
  Cut the budgets of administrators 
  Cut other non-core academic spending 
  Use reserves  
  What should NOT be done: 
  Lay off non-administrative employees 
  Ask for salary give-backs 
  Cut academic programs 
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Were Furloughs Necessary? Let No Crisis Go 
Unused 
  For many institutions, the decline in the appropriation can 
easily be overcome by large increases in tuition revenue 
(hopefully with more students and not a higher level of 
tuition prices) 
  Any temporary shortfalls should have been covered by: 
  Reserves 
  Reduction in administrative costs 
  Short term borrowing 
  Furloughs have a debilitating effect on a university, and most 
administrators are making cuts they have always wanted to 
make, and are saying: “We have to cut.  Everybody else is doing it.” 
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University of Illinois Chicago: Were the Furloughs 
Necessary?  No! 
  Total compensation was approximately $2.8 billion in 
2009-10 
  The furloughs were between 1 and 2% of salary, and 
saved approximately $50 million 
  There was a $430 million profit in 2010, with 
operational cash flows being positive $350 million. 
  There are now over $800 million of reserves. 
  There was no justification for the furloughs. 
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Eastern Michigan Faculty Spending in Context 
75 
Source: EMU Business and Finance: Copy of Wage History with savings: 2/28/2011 
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Sinclair CC Faculty Compensation in the Big Picture 
Sources: 2009-10 AAUP Salary Survey; SCC 2010-11 Budget 76 76
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Sinclair CC % Changes in Students, Faculty, Lecturers 
Source Sinclair Community College Institutional Research 77 77
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U Oregon  Athletics Expenses in Context 
Source: Audited Financial Statements 78 78
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U Oregon Athletic Salaries in Context 
Source: EADA Federal Department of Education and AAUP 2009-10 Salary Survey  
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% of Athletics Supported by the General Fund:   
Mid-American Conference Institutions 
Source: USA Today Database 80 80
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University of Illinois Chicago Enrollment 
81 
•  Source: UIC Common Data Set 
•  Enrollment increased 3.9% from 2008 to 2009 
•  Enrollment increased 3.8% from 2009 to 2010 
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Class Size at University of Hawaii- Manoa 
Source: University of Hawaii at Manoa Institutional Research 
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CUNY Total Headcount Enrollment 
Source: 2010 CUNY Audited Financial Statements 83 83
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San Francisco State University:  
Faculty and Student Full Time Equivalent (FTE) Over Time 
84 
•  Total FTE students increased 20.9%, while total faculty FTE DECREASED 5.2% 
from 1998 to 2009 
•  We need to examine the number of administrators over this time period 
•  Source: SFSU Academic Institutional Research 
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San Francisco State University:  
Student-Faculty Ratio Over Time 
Source: SFSU Academic Institutional Research 85 
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Oregon State University Enrollment Growth and Oregon 
Unemployment 
Source: Oregon State University Enrollment Summary Fall Term 2010 86 
Correlation = +0.68 
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University of Northern Iowa Enrollment 
87 
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University of Northern Iowa: Enrollment is Expected to 
Rise in the Coming Decade 
Source: 2010 Audited Financial Statements, page 94 88 88
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Conclusions 
89 
  Budgets are not the same as audited financial statements 
  Make sure you compute ratios based on reserves, debt, 
revenues vs. expenses and cash flows 
  Focus on total revenues, and not just the state 
appropriation 
  For expenses, focus on the percent of total expenses 
devoted to instruction.  Even if the State is cutting 
significantly, this percentage should not decline, as we 
need to maintain – and enhance - our commitment to 
the core academic mission 
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Aspirations 
90 
  Change the conversation – do not just accept the fact 
that cuts have to be made throughout the university.  The 
core academic mission has to be preserved. 
  Wisconsin, Ohio and Michigan may not come to your 
state, but the assault on teachers, unions, and faculty is 
pervasive.  We need to be ready for this. 
  The response that we should be lucky to have our jobs 
needs to be rejected.  Higher education is a public good, 
and we need to stand up for what is right. 
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